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CONSTRUCTION COSTS REACH ANOTHER NEW HIGH 


E suppose that there was a time, long ago, when a new peak in construc- 

\ 4 / tion costs had considerable news value, in a morbid sort of way. How- 

ever, these new peaks have recently occurred with such dreadful monot- 

ony that this news value has declined drastically. From 1942 through 1950, con- 

struction costs reached new peaks in every year except one. In 1949 they were a 

trifle lower than the 1948 record. Nevertheless, they resumed their towering 

course to a short-lived new record in late 1950. This year, 1951, is barely under 
way, but already construction costs have reached upward for a new high. 


Now as we have pointed out before, these strong and steady increases have 
been underwritten by super-liberal financing. Their effect on home buyers has 
thereby been largely minimized by being translated into a mere additional $6.60 
per month per $1, 000 increase (20-year, 5% loan). Consequently, when credit 
controls were applied to new construction we expressed the opinion that fewer fami- 
lies would enter the new home market and that, as a result, construction costs 
would drop off. While the first part of this statement is obviously true, it quickly 

(cont. on page 162) 
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(cont. from page 157) 

became apparent that our defense efforts would soak 
up any materials and labor left over from the dimin- 
ishing level of civilian construction. Since the later 
part of 1950, we have been pointing out that we ex- 
pect no worth while drops in construction costs, and 
that in all probability they would go higher. We still 
feel this way. Even though construction costs in the 
52 major cities (charts on pages 158 through 162) 
have reached a new peak this month, we believe that 
they will go even higher. The rise will probably not 
be so steep as it has been since July 1950 and will 
perhaps level off during the last half of 1951. There 
is, however, very little in the foreseeable future to 
indicate lower costs. 


Of the 52* major cities charted in this report, the 
costs of our six-room frame“house reached the high- 
est level in Trenton, New Jersey. The cost in Tren- 
ton was $17, 707 in March 1951. There was a rise 
of only about 5% above the June 1950 figure of $16, - 
875. Trenton costs on this house were 15% above 
the national average($15, 293; see chart on page 157). 
The lowest costs were found in Charleston, South 
Carolina, where the figure of $12, 787 was about 16% 
below the national average. 


The cities where construction costs have shown 
the least increase since the second quarter of 1950 
are located in the North - most of them in the North- 
east. These cities and their cost increases are: 
Burlington, Vermont, 4% rise from the second quar- 
ter of 1950 to March 1951; Trenton, New Jersey, 5% 
rise; and Manchester, New Hampshire; Portland, 
Maine; Cleveland, Ohio; Butte, Montana; Salt Lake 
City, Utah; and Fargo, North Dakota, 6% rise. On 
the other hand, the largest cost increases were found 
in the booming construction cities of the South and 
West. Atlanta showed a rise of 14% in costs from 
the second quarter of 1950 to March 1951, Memphis 
and Houston each showed a rise of 13%, while Phoenix 
and Los Angeles each showed a rise of 12%. 


Although virtually all labor costs have increased, 
the rise in building material costs seems to have been 





*Recent data on Wilmington unavailable. 
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a good deal greater. One reason for this is the difficulty in measuring labor costs 
accurately. It is one thing to multiply the number of hours worked by the pre- 
vailing scale (thereby arriving at labor “costs ”) and quite another to refine these 
figures by making allowances for inefficiency, over-the-scale pay, premium pay, 
and other factors that add to labor’s bill. In our calculating we figure straight | 
time and 90% efficiency. We do this knowing it to be inaccurate but with the feel- © 

ing that it would be impossible to make the necessary adjustments from one city to 

another. For example, there are some St. Louis contractors paying bricklayers 
$3.50 per hour and who feel certain that when good weather arrives they will have 
to guarantee Saturday work at double time. It would be an unending task to put 
such refinements into an index on a city-by-city basis and to vary it with the sea- 


sons of the year. Therefore, our labor costs are, in some instances, probably 
understated. 


There seems little doubt that the building trades will soon win additional wage 
raises. Several trades in St. Louis are scheduled for raises this spring and, come © 
what may, they will probably get them. This raise will undoubtedly send the labor 
cost on our six-room frame house to a new high. The comparison between labor 
costs and material costs is shown on the chart above. Notice that since Korea the 
material cost index has risen almost 20%, while the labor cost index has risen only 
5%. This is the first time since 1945 that the material cost index of our house 
has risen more rapidly than have the labor costs. Notice that, on the other hand, 
the labor cost index is 184 points above its 1939 level, while the material cost 
index is 174 points above its 1939 level (even after the steep increases since 
Korea). 
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SUGGESTIONS FOR DEFENSE HOUSING 


B ECAUSE of the widespread interest in defense housing, we decided to figure 


the earnings on our 30-family apartment in accordance with FHA proce- 
dure. 


There are two things we wanted to point out in this study: 1. How would this 
building fare under the FHA present $8, 100-per-unit loan limit; and 2. What rent 
schedule would be necessary to net the 64% return allowed by FHA. 


To be sure, there are not many similar buildings being put up today, but it is 
still considered a modern building and its costs compare closely with those of 
apartments of similar size and quality. 


As shown by the chart on page 166, the March 1951 cost of this building is 
$329, 736. This is a cost of $1.09 per cubic foot, or $15.40 per square foot. The 
building is a 30-family fireproof apartment and is completely described in our 
Appraisal Bulletin of November 30, 1950. 


If this building were erected today its cost would be right at $11, 000 per unit 
(exclusive of ground). Thus we see that the $8, 100-per-unit loan limit would hold 
the loan to a shade under 75%. It would cost $329, 736 to build, but the insured loan 


could be only $243,000. Cash requirements would be something over $86, 000 plus 
the ground. 


One doesn’t have to be particularly acute to realize that any appreciable amount 
of defense housing is going to require lower costs, lower quality or more favorable 
financing. Any worth while lowering of costs is just not in the cards, so that leaves 
easier financing or lower quality as the only ways out. No doubt credit will be made 
easier and the quality of the buildings will not be up to that of our 30-family fire- 
proof apartment. The $8, 100-per-unit limit will most likely be raised to $9, 000 
in higher cost areas, and buildings costing something less than $10, 000 per unit 
will be erected. In any event, it seems out of the question that anything as sub- 
stantial as our 30-family apartment will go up in the guise of defense housing. 


There is another very important consideration. How much will these buildings 
rent for? Or, equally pointed, how high a rent schedule is necessary to return the 
_ 64% allowed by FHA. Well, in the case of our 30-family apartment the rent schedule 
| would run $47, 400 per year. This is figured after conferring with FHA on approxi- 

mate operating and maintenance expenses and using FHA’s allowable vacancy factor 
of 7%. This is almost $32. 50 per room per month, and adds up to $97* for a 3-room 
unit, $130* for a 4-room unit, and $162* for a 5-room unit. Now obviously defense 
workers are not going to be able to pay that kind of rent and everybody knows that 


defense housing won’t be allowed a rent schedule anywhere near as high as the one 
indicated. 


Let ’s consider the high cost of construction in comparison with the low rents 
most defense workers will expect to pay. Then let’s try to envision what type of 
(cont. on page 167) 








*Includes heat, light, gas, water, refrigeration and janitor service. 
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SUGGESTIONS FOR DEFENSE HOUSING 
(cont. from page 165) 


defense housing would be most suitable. 


It seems to us that it would be unwise to try 
to do the job with multi-family buildings ex- 
cept in unusual cases. If the area is a “single 
purpose” area, perhaps the best way would 
be the erection of barracks or other tempo- 
rary structures. By “single purpose” area 
we mean some area devoted to the manufac- 
ture of defense materials only. In this type 
of area the only reason workers would be there 
would be for the express purpose of manufac- 
turing a particular product for the armed 
forces. Since the need for the product would 
be of a somewhat temporary nature, the hous- 
ing for the workers should likewise be tem- 
porary. 


In large industrial cities the case is en- 
tirely different. There are hundreds of dif- 
ferent types of work the defense workers can 
switch to once the defense orders are filled. 
Consequently, there will be many of these in- 
migrants who will remain in the same location, 
and will simply take a different job. Once the 
defense effort is substantially scaled down, 
the chances are that many of the “single pur- 
pose” areas will go out of production and that 
the workers will leave. In some cases the 
plants will eventually be adapted to civilian 
production and put on a permanent basis. In 
these cases the permanent housing can be pro- 
vided by private enterprise when the need for 
permanent housing becomes established. 


inerefore, we see that two types of de- 
fense housing should be built. One should be 
of a permanent nature for the more concen- 
trated areas znd, in this instance, we would 
favor single-family residences sold on very 
liberal terms. The second should be more or 
less temporary, and attempts should be made 
to get around the shortcomings of the tempo- 
rary housing of the last war. All of us know 
that many of these temporary installations were 
quite unpopular with the workers, and we be- 
lieve that some middle ground can be found; 

(cont. on page 172) 
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PRICE RISE STARTED BEFORE KOREA 
‘ 


great many of us have recently discussed various economic factors and in- 
A dicators in terms of the Korean War. This isperfectly natural. The Korean 

War has been a dramatic upheaval with world-circling repercussions. Even 
if it ended today, its overtones would reverberate throughout the world for several 
years. 


Earlier in this bulletin we discussed the various increases in construction costs 
since last July. What we don’t want to lose sight of, however, is the fact that these 
costs and their different components had started rising long before the North Koreans 
moved South. The chart on the opposite page shows what we mean. Notice that 
wholesale lumber prices started rising strongly in the middle of 1949. Notice also 
that wholesale building material prices also started up at the same time (although in 
a more sedate manner). In a little more than a year (from mid-1949 to late 1950) 
the wholesale lumber price index rose almost 33%. It then dipped sharply, but has 
started inching upward once more. Puilding material prices have advanced about 
23% since mid-1949. Of course, wages have been moving up all along, so in mid- 
1949 they simply continued their long-term trend. 


We all remember that in the middle of 1949 the government liberalized housing 
credit to an even greater extent and the record-breaking building boom began. The 
quickly rising demand for homes was translated into a flood of orders for building 
materials. Supplies became short and prices started up. A year later, with de- 
mand for homes and material at an all-time peak and prices still moving up, scare 


buying, engendered by the Korean War, began. It’s really not surprising that prices 
have reached their present level. There are some indications that the rise may be 


tapering off, but the full impact of our defense program and business expansion has 
not hit us yet. 


Business and industrial expansion is scheduled to cost $24 billion in 1951. Natur- 
ally, not all of this will be construction work, but it is reasonable to expect that 
enough construction work will come out of it to take up the slack caused by govern- 
ment restrictions on credit and materials. 























SUGGESTIONS FOR DEFENSE HOUSING 
(cont. from page 167) 
that is to say, there should be some alternative besides “camping out” and “living in 
the lap of luxury.” One thing that would undoubtedly help keep the workers more 
contented with temporary housing would be to provide extensive recreational pro- 
grams and facilities. Although we would not advocate such a policy as a permanent 
measure, people will put up with skimpy housing a lot longer if they have plenty of 
convenient recreation. In other words, if you only sleep and eat in a trailer, you 
can tolerate it a good deal longer than you could if you had to really live in it. 


We believe that in the cities, substantial blocks of multi-family buildings should 
be erected only as a last resort. So far as possible, the in-migrant workers should 
be housed in single-family dwellings, preferably dispersed throughout the metropolHi- 
tan area. This dispersal of families will have the outstanding advantage of dis- 
persing the impact of the added families on the service and school facilities ofthe 
community. To spot 500 to 2, 000 new single-family homes throughout a metropoli- 
tan area would result in some ineconomies. To begin with, the widespread opera- 
tion would cause higher construction costs than if the whole group were built in a big 
cluster. On the other hand, as we have pointed out before, this extra expense would 
be more than offset by not having to provide a separate set of service facilities and 
schools. A program of this type would also result in locating new dwelling units in 
old neighborhoods, causing the new houses to depreciate in value much faster than 
they should. We doubt, however, whether this loss in value would be a fraction as 
great as the loss that would result from the erection of large-scale, high-cost 
rental units, quite possibly rented on a subsidized basis. 


Providing new homes in dispersed locations would also have the advantage of al- 
lowing the small builder to contribute to and share in the defense housing program. 





ERRATA 


In the February Real Estate Analyst we published a series of charts 
showing changes in population growth in major metropolitan areas over the 
last ten decades. The chart on Sacramento, California, showed a growth 
of 357% above the national average during the 1940-1950 period. This 
was a mistake. Saeramento had a very fine growth during these ten years, 
but it reached only 200% above the national average. Therefore, Sacra- 
mento was not one of the five metropolitan areas with the greatest per- 
centage increase above the national average (page 76, paragraph 3). 


The small chart on page 61 was also labeled wrong. The correct 
title of this chart is “Typical Average Rate of Growth of Metropolitan 
Areas for Census Periods.” The word “Annual” is what makes the title 
as we printed it incorrect. The figures shown are not “annual” changes. 
They are changes that took place in “10-year” periods. 




















